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Calle Madrid, 126
28903 Getafe (Spain)
Fax (34) 91 624 98 75
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All around the world , developed countries have resorted to parametric reforms of their 
Social Security systems, in an attempt to lessen the impact of the population aging. In particular, 
pension formulae have been modified to reduce the generosity of the systems and to induce longer 
working careers. In this paper we explore the capacity of these reforms to alleviate the expected 
financial difficulties of current PAYG systems. This is accomplished by developing and 
Heterogeneous Agents, Applied General Equilibrium model where individuals can freely adjust 
their retirement ages in response to the incentives provided by the pension regulations. This 
inclusion is relevant, as parametric changes tend to significantly alter retirement incentives. We 
find that the calibrated model successfully reproduces the basic stylized facts of retirement 
behavior in Spain. In particular, it mimics the early retirement pattern of low income workers 
under the effects of minimum pensions. The model is then used to explore the effects of several 
changes in pension formula, including the reform actually implemented in 1997. The general 
conclusion is that parametric changes can significantly improve the financial condition of the 
system, but are far away from being able to fully restoring it.  
 
 
Keywords: Applied General Equilibrium, Retirement, Social Security Reform. 
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